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UNS Gas , Inc. ("UNS Gas" or the  "Company"), through unders igned counse l, he reby

respectfully submits  its  exceptions  to the  Recommended Opinion and Orde r ("ROO") issued by

the  Pres iding Adminis tra tive  Law Judge  in this  case .

The  ROO fa ils  to provide  UNS  Ga s  with a  re a s ona ble  opportunity to re cove r its  cos ts  of

providing utility s e rvice  a nd a m a  re a sona ble  re turn on its  inve s tme nt de vote d to public s e rvice .

While  the re  was  no finding tha t any UNS Gas  cos t or inves tment was  imprudent, the  ROO e roded

the Company's  ra te  request by, among other things :

(i) fa iling to include  Cons truction Work in P rogre ss  ("CWIP") in ra te  ba se ,

(ii) pre cluding the  Compa ny from re cove ring the  cos t of the  Commis s ion-re quire d

Globa l Informa tion S ys te m ("GIS "),

e s ta blishing a n a rtificia lly low re turn on e quity,
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(iii)

(iv) se tting the  monthly cha rge  too low,

(v) disa llowing prudently incurred expenses , and

(v) re jecting fa ir va lue  as  the  basis  for se tting ra tes .1

If the  Commiss ion we re  to a dopt the  ROO in its  curre nt form, UNS  Ga s  would re a lize  a n

e a rne d re turn on e quity of a pproxima te ly 7%. More ove r, UNS  Ga s ' fina ncia l me trics  would fa ll

fa r be low othe r s imila r ga s  utilitie s . For e xa mple , UNS  Ga s ' Funds  from Ope ra tions  ("FFO")

inte re s t cove ra ge  a nd its  FFO to de bt ra tio will be  fa r be low indus try a ve ra ge s . Like wis e , UNS

Gas ' ne t ca sh flow as  a  pe rcentage  of capita l expenditure s  will be  fa r be low the  indus try ave rage .

In 2008, UNS  Ga s ' ne t ca s h flow will be  only a bout ha lf of the  re quire d ca pita l e xpe nditure s .

Thus , UNS Gas  will have  to seek subs tantia l amounts  of new capita l. If the  ROO is  adopted, new

de bt a nd e quity ca pita l will be come  e ve r more  e xpe ns ive  be ca use  UNS  Ga s  is  riskie r tha n othe r

gas  companies . In  the  long te rn , the  combina tion of a  s ubs ta ntia l ne e d for ne w ca pita l a nd

24

25

26

27

1 The  ROO a ls o modifie d va rious  othe r compone nts  of the  Compa ny's  ra te  re que s t. These
a djus tme nts  a re  discusse d in de ta il in UNS Ga s ' pos t-he a ring brie fs , which by this  re fe re nce  a re
incorpora ted here in. UNS Gas does  not waive  any of the  positions  or requests  tha t it has  presented
in this  case .
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incre a s e d ca pita l cos ts  is  a  poor re cipe  for both ra te pa ye rs  a nd s ha re holde rs . Urge nt a ction is

needed now to avoid these  consequences and to put UNS Gas on Finn financia l footing.

If the  ROO is  not a me nde d, the  Compa ny will ha ve  no option but to file  a nothe r ra te  ca se

a s  s oon a s  pos s ible  to re cove r thos e  prude ntly incurre d cos ts  a nd inve s tme nts  tha t, s imply for

timing re a sons , a re  be ing ignore d in this  ca se . As  UNS  Ga s ' Chie f Exe cutive  Office r, Mr. J a me s

S. P igna te lli s ta ted:

7

8
We do be lieve , though, tha t wha t we  have  reques ted he re  is  the  ba re  bones  ra te
increase . It's  wha t we  ne e d to  continue  to  ha ve  a  via ble  e ntity cha rge d with
providing sa fe  and re liable  se rvice .9
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We don't want to come in next yea r and the  year a fte r and the  year a fte r and s ta rt a
ne ve r-e nding pa ra de  of ra te  proce e dings . Tha t's  why we  mus t look be yond wha t
technica lly maybe  a  his torica l te s t yea r is  and ge t to the  broader picture . What does
it cos t to s e rve  the  cus tome r in the  ma nne r in which this  Commis s ion a nd this
company desire  to serve the customer?
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I ca n te ll you we  ha ve  ove r $85 million inve s te d in e quity in the se  prope rtie s . We
have  not taken a  cent out of these  prope rtie s . We  continue  to put additiona l money
into the se  prope rtie s . We 're  incurring s ignifica nt growth. We 're  up to  a lmos t
150,000 cus tomers  now, and this  cus tomer growth continues  a t an annua l ra te  of 5
to 10 pe rce nt. We  a re  s e rving ga s  in ove r ha lf the  s ta te  of Arizona , the  s pa rs e ly
popula ted ha lf and the  ha lf tha t is  growing rapidly.
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We have  to work toge the r to come  to the  right conclus ion. be lieve  tha t we  have
done  a  fine  job  in  ma in ta in ing  a  h igh  le ve l o f s e rvice  while  our cos ts  ha ve
skyrocke ted. We  he ld out ra te  re lie f for three  yea rs . Current ra te s  re flect 2001, a t
bes t, cos ts . We  need re lie f
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2 Hea ring Transcript ("Tr.") a t 52-55.
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No one  ca n se rious ly a rgue  tha t it would be  in the  public inte re s t to subj e t the  Compa ny,

its  cus tomers  or the  Commiss ion to a  se rie s  of ra te  ca se s  tha t can rea sonably be  re solved in one

proceeding. Neve rthe le ss , tha t is  the  ve ry process  tha t the  ROO will force  the  Company to follow.

UNS  Ga s  re spe ctfully re que s ts  tha t the  Commiss ion a me nd the  ROO in a ccorda nce  with

these  exceptions  and is sue  a  fina l orde r in this  ca se  tha t will a llow the  Company to time ly recove r

its  prude ntly incurre d cos ts  a nd provide  it with a n opportunity to e a rn a  re a sona ble  re turn on its

prudent inves tment. UNS Gas  needs  adequa te  ra te  re lie f in orde r to continue  to provide  sa fe  and

re lia ble  ga s  s e rvice  to its  curre nt a nd future  cus tome rs . In s upport he re of, UNS  Ga s  s ta te s  a s

9 follows :

1 0 1. T HE  E VIDE NC E  IN T HIS  C AS E  S UP P O R T S  T HE  INC LUS IO N O F  c w lp  IN
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UNS Gas  has  reques ted tha t $ 7.2 million of CWIP be  included in ra te  base  in this  case  for

ra temaking purposes . The  ROO re jects  the  Company's  reques t in its  entire ty and precludes  CWIP

from ra te  base . The  reques ted CWIP must be  in ra te  base  in order for jus t and reasonable  ra tes  to

be  se t for the  Company a t this  time .
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CWIP is  an accepted regula tory tool tha t ha s  been used by many s ta te s  including Arizona

for ma ny ye a rs .3 The  ROO s ta te s  tha t CWIP  s hould be  put in ra te  ba s e  only whe n the re  is  a n

"extraordina ry s itua tion" and a  "ca sh-flow cris is".4

The  Arizona  Supre me  Court, on the  othe r ha nd, ha s  e xplicitly e ndorse d the  use  of CWIP ,

s ta ting tha t "we  wis h to ma ke  it cle a r tha t cons truction work in progre s s  ("CWIP ") but not ye t in

se rvice  ma y be  include d in de te rmining a  fa ir va lue  ra te  ba se ."5 The  court sa id tha t it "is  obvious

tha t the  Commiss ion ca n cons ide r ma tte rs  subse que nt to the  his toric ye a r. Cons truction proje cts

24

25

26

27

3 EX. UNSG-28 at 7.

4 ROO at 6-7.

5 Arizona Community Action Assoc. v. Arizona Corp. Comm 'n, 123 Ariz. 228, 230, 599 P.2d 184,
186 (1979)(quotingArizona Corp. Comm 'n v. Arizona Public Service Co., 113 Ariz. 368, 371, 555
P2d 326, 329 (1976).
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contra cte d for a nd comme nce d during the  his torica l ye a r ma y ce rta inly be  cons ide re d by the

Commiss ion. CWIP  is  a  me a ns  of a llowing the  utility a nd cus tome rs  some  time  be twe e n ra te

ca s e s . The  court a pprove d of tha t e ffe ct, comme nting tha t "a  cons ta nt s e rie s  of e xte nde d ra te

hearings are  not necessary to protect the  public interest."7

In fa ct, CWIP  is  a n importa nt tool for de a ling with the  impa cts  of growth. UNS  Ga s  fa ce s

e xtra ordina ry growth. The  ne w pla nt inve s tme nt ne ce s sa ry to s e rve  this  growth de pre s se s  UNS

Ga s ' ca s h flow a nd othe r ke y fina ncia l me a s ure me nts . Allowing  CWIP  will re duce  thos e

proble ms . In the  long te rm, ne ithe r ra te pa ye rs  nor s ha re holde rs  be ne fit from a  fina ncia lly we a k

u tility. Ove r the  long te rn  CWIP  lowe rs  the  cos t of de bt a nd e quity a nd re duce s  re ve nue

re quire me nt.8 More ove r, the  inclus ion of CWIP  in ra te  ba s e  produce s  s ignifica ntly lowe r e quity

cos ts  for a  public utility a nd the  s a vings  in e quity cos ts  imply corre s pondingly lowe r ra te pa ye r

burdens .9 The  Commiss ion should approve  CWIP  to he lp re s tore  UNS Gas ' financia l hea lth, and

to give customers and UNS Gas some breathing room between ra te  cases.13

i1-w 5
582 1 4 B. UNS Gas  faces e xtra o rd in a ry g ro wth , wh ic h , with o u t th e  in c lu s io n  o f CWIP ,

will res ult in  s evere  financ ia l s tres s .1 5

1 6

1 7

1 8

1 9

20

It is  undisputed tha t UNS Gas  has  faced, and will continue  to face , high leve ls  of growth.10

For example , from 2003 to 2006, UNS Gas  experienced a  35.4% increase  in ne t plant inves tment,

and the  forecas t for 2006 to 2009 is  36.9%.11 On a  pe r-cus tomer bas is , this  inves tment leve l has

increased by 19.1% over the  pe riod 2003 to 2006, and is  forecas ted to grow by 19.3% for 2006 to

2009. By a ny me a s ure , the s e  a re  e xtra ordina rily high ra te s  of growth. UNS  Ga s ' growth ra te  is

2 1

22

23

24

25

26

27

6 Id.
7  Id . , 123 Ariz. a t 230-31, 599 P 2d. a t 186-87.

8 See James C. Bonbright e t a l, P rinciple s  of P ublic Utility Ra te s (2l'ld ed. 1988) a t 251 citing Roger
A.  Mo rin  "An  E mp iric a l S tu d y o f th e  E ffe c t o f CW IP  o n  Co s t o f Ca p ita l a n d  Re ve n u e
Requirements"P ublic Utilitie s  Fortnightly July 10, 1986 (Pa rt I) and July 24, 1986 (Pa rt II).

9 Roger A. Morin, New Regula tory Finance (2006) a t 367-69.

10 Ex. UNSG-29 a t Ex. KCG-15, Tr. a t 920, 1004-5, 1020.
l l Id .

4
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much highe r tha n othe r Arizona  utilitie s . For e xa mple , a  compa ris on in the  growth of ne t pla nt

inves tment for ma jor Arizona  utilitie s  is  shown in the  graph be low:

3

4

5

6

7

8

9

1 0
oca
o f

1 1
U
4
nu

Fit
P
F
<1
I:-

1 2

3
D

a
882L)1-_0
< 1 3

1 4

=a
Lr-
>-I
D
3
4
Q

8
i n
O
M

§§§33;
3 9 '

z§§3§§:'<m3
5"5Q§
23884

*1<

7~l'= 1 5
'2
I-Y-I
O
O
* P 1 6

1 7

1 8

1 9

20

2 1

22

23

As  ma y be  s e e n from this  gra ph, the  re ce nt growth in ne t pla nt inve s tme nt on a  pe r-

cus tome r ba s is  is  a pproxima te ly s ix time s  highe r tha n tha t e xpe rie nce d by a nothe r ga s  utility in

Arizona , Southwe s t Ga s  Corpora tion ("Southwe s t Ga s"). This  e xtra ordina ry growth ra te  is  due  in

la rge  part to the  low embedded cost of plant a t UNS Gas, so ra te  base  per customer is  much higher

for ne w cus tome rs  tha n for e xis ting cus tome rs .12 For this  re a s on, e xtra  re ve nue  from ne w

cus tomers  is  not sufficient to cove r the  capita l cos ts  required to se rve  them. The re fore , UNS Gas

will like ly be  unable  to earn its  authorized ra te  of re turn in the  foreseeable  fiL1ture .13 Yet, UNS Gas

faces  very high capita l expenditure  requirements .14 It is  e ssentia l tha t UNS Gas mainta in an ability

to a ttra ct ca pita l to me e t the se  ca pita l e xpe nditure  re quire me nts . Eve n if the  Commiss ion gra nts

a ll of UNS  Ga s ' re que s ts  in this  ca se , UNS  Ga s  will ne e d to a ttra ct te ns  of millions  of dolla rs  in

new capita l in the  next few years.15

24

25

26

27

12 EX. UNS G-28 a t 8, Tr. a t 956.

13 EX. unsG-28 at 8.
14 Id.
15  S e e ,  e .g . ,  E X.  UNS G -27  a t 27  ($43  m illion  in  a dd itiona l c a p ita liz a tion  th rough  2009 ),  E x.

UNS G-15 a t 4 (noting m ore  tha n $61 m illion in ca pita l s pe nding from  2001 to 2005).

5
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If CWIP  is  n o t  a llo we d , UNS  Ga s '  fin a n c ia l in te g r ity a n d  a b ility to  a t tra c t

c a p ita l will be  impa ire d .

3

4
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6

7

The  ra te s  propose d by the  ROO a re  woe fully ina de qua te . The  ROO's  propose d ra te s  do

not a llow UNS  Ga s  e ve n a  re a s ona ble  opportunity to e a rn the  low ROE propos e d in the  ROO.

Inde e d, the  ROO's  propos e d ra te s  would re s ult in a n e a rne d ROE of a pproxima te ly 7% for the

ne xt s e ve ra l ye a rs .16 This  is  fa r be low the  10% ROE propose d by the  ROO. Thus , e ve n if 10%

we re  a  re a s ona ble  ROE, UNS  Ga s  s imply will not ha ve  a  re a s ona ble  opportunity to a m tha t

8 re turn.
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Unde r the  ROO's  propose d ra te s , UNS  Ga s 's  fina ncia l me trics  would fa ll fa r be low those

of othe r ga s  utilitie s . For e xa mple , UNS Ga s ' FFO inte re s t cove ra ge  a nd its  FFO to de bt ra tio will

be  fa r be low indus try ave rages .l7 Likewise , unde r S ta ffs  proposed ra te s , UNS Gas ' ne t ca sh flow

as a  percentage  of capita l expenditures  would be  fa r be low the  industry average . For e xa mple , in

2008, UNS  Ga s ' ne t ca s h flow would be  only a bout ha lf of the  ca pita l e xpe nditure s  tha t will be

re quire d. Thus , UNS  Ga s  will ha ve  to s e e k s ubs ta ntia l a mounts  of ne w ca pita l. If the  ROO is

adopted, new debt and equity capita l would become ever more  expensive  because  UNS Gas would

be  riskie r than othe r ga s  companie s  and it ha s  fa r weake r financia l me trics . Increa s ing UNS Gas '

cos t of capita l a t a  time  when cus tomer growth is  crea ting such s ignificant capita l needs  would not

serve  the  long term interests  of e ither ra tepayers or shareholders.

Thus , adopting the  ra te s  proposed by the  ROO would be  poor public policy. Moreove r, for

the  same  rea sons , adopting those  ra te s  will fa ll be low the  minimum s tanda rds  e s tablished by the

21 Unite d S ta te s  Cons titution. The  Cons titution re cognize s  tha t "the  inve s tor ha s  a  le gitima te

22

23

24

25

26

27

16 Ex. UNSG-28 a t EX. KcG-14, page  1.

17 UNSG-28 at EX. KCG-14, page 4.

18 UNS G-28 a t EX. KCG-14, pa ge  2. Note  tha t P rofe s sor Morin s ta te s  tha t this  me tric is  "a  ke y
qua ntita tive  de te rmina nt of cre dit qua lity." Roge r A. Morin, Ne w Re gula tory Fina nce (2006) a t
48.
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1 The

2

conce rn with the  fina ncia l inte grity of the  compa ny whos e  ra te s  a re  be ing re gu1a te d."19

Constitution requires  tha t ra tes , a t a  minimum, must:

3

4

5

[b]e  e nough re ve nue  not only for ope ra ting e xpe nse s  but a lso for the  ca pita l
cos ts  of the  bus ine s s . The s e  include  s e rvice  on the  de bt a nd divide nds  on the
s tock.... By tha t s tanda rd the  re turn to the  equity owner should be  commensura te
with the  re turns  on inve s tme nts  in othe r e nte rprise s  ha ving corre sponding risks .
Tha t re turn, more ove r, should be  sufficie nt to a s sure  confide nce  in the  fina ncia l
integrity of the  ente rprise , so as  to mainta in its  credit and to a ttract capita l."20

6

7 The se  s ta nda rds  a re  ofte n ca lle d the  "fina ncia l inte grity" a nd "ca pita l a ttra ction" s ta nda rds . The
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20

ra te s  se t by s ta te  utility commiss ions  must mee t these  s tanda rds , and any fa ilure  to do so viola te s

the  takings clause  of the  United Sta tes Constitution.21

The  ra te s  propos e d in  the  ROO fa ll we ll s hort of the  "fina ncia l inte grity" a nd "ca pita l

a ttraction" s tandards . For example , UNS Gas  would ea rn subs tantia lly le ss  than the  10% re turn on

e quity (which a s  discusse d he re in is  a n a rtificia lly low ROE for UNS Ga s) propose d by the  ROO.

UNS  Ga s  s imply would  ha ve  no  opportunity to  e a rn  a  re turn  s imila r to  tha t of compa ra ble

compa nie s . As  a  sma ll but fa s t growing utility, UNS  Ga s  is  much more ris ky, not less ris ky, tha n

the  a ve ra ge  ga s  compa ny. Unde r the  ROO's  propose d ra te s , UNS  Ga s ' fina ncia l me trics  would

fa ll fa r be low ga s  indus try a ve ra ge s . More ove r, UNS  Ga s  would ha ve  s ubs ta ntia l d ifficulty

a ttra cting ca pita l, ye t it would s till ne e d ma ss ive  a mounts  of ca pita l to ke e p up with growth. For

e xa mple , the  Compa ny ne e ds  a n a dditiona l $43 million in ca pita liza tion through 2009.22 If this

capita l can be  obta ined a t a ll, it would come  be  a t ve ry s teep price , unless  the  Commiss ion re jects

the  insufficient ra tes  proposed by the  ROO.

2 1

22

23

24

25

26

27

19 Federa l Power Comm 'n v. Hope Natura l Gas Co., 320 U.S . 591, 603 (1943)

20Id. The  Hope case  a lso conta ined a  separa te  holding tha t ra tes  need not be  se t using fa ir va lue .
While  the  Unite d  S ta te s  Cons titu tion  doe s  no t re qu ire  the  us e  o f fa ir va lue , the  Arizona
cons titution does  require  fa ir va lue . See  S imms v. Round Va lley Light &P owe r Co., 80 Ariz. 145,
151, 294 P .2d 378, 382 (l 956)(Commission cannot use Hope case  to avoid fa ir va lue ). Simms did
not, a nd could not, a uthorize  the  Commis s ion to s e t ra te s  be low the  cons titutiona l minimum
standard established in Hope .

21 Duquesne Light Co. v. Barasch, 488 U.S . 299, 308-310 (1988).

22 Ex. UNSG-27 at 27.
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1 D.

2

The R00 rejects CWIP using generic conclusions that are contradicted by the

evidence specific to UNS Gas.

3

4

5

6

7

8

9

tha t the se  ge ne ric conclus ions  do not a pply to the  Compa ny.

conclus ions  may not be  subs tituted for an eva lua tion of the  evidence  in each case .

10

11
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The  ROO's  ra tiona le  for re je cting the  inclus ion of CWIP  in ra te  ba s e  doe s  not re s t on

e vide nce  re la ting to UNS  Ga s , but ra the r on ge ne ric cons ide ra tions  s uch a s : (i) tha t growth is

gene ra lly pos itive , (ii) tha t regula tory lag is  some times  pos itive , and (iii) tha t some times  ra te  ba se

is sue s  ca n be  a voide d by se le cting a  diffe re nt te s t ye a r. The se  conclus ions  ma y be  true  in some

s itua tions  unre la ted to this  ca se . However, the  evidence  in this  ca se , specific to UNS Gas , shows

In e va lua ting e vide nce , "ge ne ra l

the  Commiss ion should re je ct the  ge ne ric conclus ions  in the  ROO a nd ba se  its  de cis ion on the

specific evidence  re la ting to UNS Gas.

For example , the  ROO cite s  te s timony from RUCO tha t growth in some  s itua tions  actua lly

"has  a  positive  aspect due  to the  increased of revenues associa ted with se rving new customers ."24

The  ROO a lso points  to s imila r te s timony by S ta ff tha t CWIP  might ca use  a  misma tch due  to the

revenues  associa ted with new cus tomers . The  fa cts  show tha t for UNS  Ga s  the  e xtra  re ve nue15

16

17

18

19

20

21

from new customers  is  much less  than the  costs  of se rving those  customers . For example , in 2006,

UNS  Ga s  a dde d $17 million in  ne t p la nt, re s ulting in  a n  a dditiona l $3 million in  fixe d cos ts

(de pre cia tion, inte re s t, prope rty ta xe s , e tc).26 But ne w cus tome rs  a dde d in 2006 provide d only

$1.8 million in new revenues .27 Therefore , UNS Gas incurred a  revenue deficiency of $1 .2 million

due  to ne w growth in 2006.28 Nota bly, S ta ff a nd RUCO did not dis pute  this  e xa mple  in the ir

te s timony. The re  ca n be  no re a l a rgume nt, the n, tha t for UNS  Ga s  growth is  not the  fina ncia l

22

23

24

25 25

26

27

23 Butler Township Water Co. v. Pennsylvania Public Utility Comm 'n, 473 A.2d 219, 221-222 (Pa.
Cmwlth. 1984).

24 Roe at 6:24-25.
ROO at 6:11-12.

26 EX. UNSG-28 at 10.
27Id.
28 Id.
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pos itive  tha t S ta ff a nd RUCO ha ve  hypothe s ize d. The  Commiss ion's  de cis ion he re  should not be

based on generic concerns tha t a re  contradicted by specific evidence  re la ting to UNS Gas.

Along  s imila r line s , the  ROO s pe cu la te s  tha t "the  re gu la to ry la g  inhe re n t in  u tility

regula tion may provide  bene fits ... and the reby he lp to mitiga te  pe riods  of highe r plant inves tment

associa ted with cus tomer growth."29 While  tha t may be  true  for some  utilitie s , it is  not the  case  for

UNS Gas. As a lready described, the  higher costs  associa ted with new UNS Gas customers  crea tes

a  s e ve re  dra in  on UNS  Ga s ' fina ncia l in te grity. Growth a ls o ne ga tive ly impa cts  ca s h flow,

because  new plant crea tes  additiona l fixed costs , and because  growth leads to capita l requirements

fa r in excess  of the  Company's  inte rna l ca sh f`low.30 As  a  re sult, the  "impact of regula tory lag on

UNS  Ga s  is  more  pronounce d tha n for mos t utilitie s ."31 As  Moody's  re ce ntly e xpla ine d, a  ke y

fa ctor in  a  utility's  fina ncia l he a lth  is  the  "de gre e  of re gula tory la g" be ca us e  high, re cuning

re gula tory la g de pre s se s  ca sh flow a nd re sults  in highe r le ve ra ge  a nd we a ke r cre dit me trics .32

While  re gula tory la g ma y be  pos itive  for s ome  compa nie s , UNS  Ga s  s uffe rs  much more  from

re gula tory la g  tha n mos t u tilitie s  - a  fa ct tha t ha s  re a l impa cts  on its  fina ncia l he a lth . The

Commiss ion's  de cis ion should be  ba se d on e vide nce  re ga rding UNS Ga s , not spe cula tion a bout

1 6 othe r utilitie s .

1 7 The  ROO furthe r note s  tha t CWIP  wa s  use d ba ck in the  1980s  for Arizona  Public Se rvice

1 8

1 9

20

2 1

22

23

("AP S ") to a ddre s s  the  impa cts  of building P a lo Ve rde . The  ROO implie s  tha t UNS  Ga s  is  in a

much be tte r pos ition than APS was  a t tha t time . However, UNS Gas  does  sha re  the  same  problem

tha t APS was facing, namely a  la rge  construction program and weak opera ting cash flows.

Fina lly, the  ROO criticize s  UNS  Ga s  for e ve n ra is ing the s e  is s ue s , s ta ting tha t "[a ]s  we

ha ve  s ta te d in prior ca se s , re gula te d utility compa nie s  control the  timing of the ir ra te  ca se  filings

a nd s hould not be  he a rd to compla in whe n the ir chos e n te s t pe riods  do not coincide  with the

24

25

26

27

29 Roe  a t 7:3-5.

30 EX. unsG-28 a t 9.

31 EX. UNSG-27 at 28.

32 Ex. UNSG-28 a t 12-13.
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16

comple tion of pla nt tha t ma y be  cons ide re d us e d a nd us e ful a nd the re fore  prope rly include d in ra te

ba se . The  RO O  m is s e s  a n  im porta n t po in t.  UNS  G a s  wa s  p re c lude d  by the  Com m is s ion  fo r

thre e  ye a rs  from  filing a  ra te  ca s e . UNS  Ga s  wa s  s e ve re ly lim ite d by the  Com m is s ion a s  to  whe n

it could file  for ra te  re lie f a nd wha t te s t ye a r it could us e  to  s e e k s uch re lie f.  If the  Com pa ny ha d

not be e n pre c lude d by the  Com m is s ion from  s e e king ra te  re lie f s oone r,  the  tim ing of the  re que s t

for re lie f s ought in  this  ca s e  a nd m a ny of the  is s ue s  ce rta inly would ha ve  be e n diffe re nt.  But the

Com pa ny m us t de a l with re a lity a nd not ge ne ric  obs e rva tions . The  Com m is s ion 's  de c is ion s hould

be  ba s e d on the  e vide nce  in  this  ca s e ,  not conclus ions  or e vide nce  from  othe r ca s e s  a bout othe r

com pa nie s .  More ove r,  unde r the  ROO's  logic ,  CWIP  would ne ve r be  a va ila ble  to  a ny com pa ny -

de s pite  the  fa ct tha t it is  a llowa ble  a nd ha s  be e n us e d in the  pa s t.  In s om e  ca s e s , utilitie s  m a y be

a b le  to  a v o id  p ro b le m s  b y s e le c tin g  b e tte r te s t  ye a rs . F o r  e x a m p le ,  if a  u t ility  is  n e a r in g

com ple tion of a  la rge  pla nt, in s om e  circum s ta nce s  it m a y wa it until tha t pla nt is  in s e rvice  be fore

filing  the  ra te  ca s e .  But the  CWIP  incurre d  by UNS  G a s  doe s  no t typ ica lly re s u lt from  a  s ing le

la rge  pro je c t. Ra the r it  inc o rpo ra te s  a  m u ltitude  o f s m a ll,  re c u r*ing  p ro je c ts . Th u s ,  o n  a n y

pa rticula r da te , UNS  Ga s  will a lwa ys  ha ve  s ubs ta ntia l a m ounts  of CWIP . For e xa m ple , UNS  Ga s '

ye a r-e nd CWIP  ba la nce s  we re  a s  follows  (from S che dule  E-l):

17 Ye a r CWIP  a t ye a r e n d

18 2003

19 2004

20 2005

2 1

$ 9,916,507

$10,786,699

$ 7,189,231

He nce ,  for UNS  Ga s ,  CWIP  is  not a  proble m  tha t ca n be  a voide d by s im ply s e le c ting a  d iffe re nt

22 test year.

23

24

25

This  ra tiona le  could c re a te  ina ppropria te  ince ntive s  -- pote ntia lly e ndors ing the  vie w tha t

utilitie s  s hould ba s e  pla nt de c is ions  on re gula tory s tra te gie s ,  ra the r tha n on cus tom e r ne e ds  a nd

s ound e ngine e ring pra c tice s .  In  s om e  s itua tions ,  th is  a pproa ch would e ncoura ge  utilitie s  to  build

26

27
33 ROO at 9:24-27.
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1

2

3

4

5

pla nt be fore  it is  ne e de d, jus t s o it me e ts  the  e nd of the  te s t ye a r. In othe r s itua tions , it would

encourage  utilitie s  to de lay needed projects  until a  te s t yea r is  nea r to minimize  the  time  be tween

whe n the  proje ct is  finis he d a nd whe n it is  include d in ra te s . The  Commis s ion s hould s oundly

re ject this  approach.

For a ll the  fore going re a sons , the  Commiss ion should a me nd the  ROO a nd include  $7.2

million of CWIP  in ra te  ba se .6

7 ll. ALTE R NATIVE LY, T HE E VIDE NC E IN T HIS CAS E S UP P ORTS T HE

INCLUS ION OF P OS T TES T YEAR P LANT IN RATE BAS E.8
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UNS Gas  has  reques ted tha t, a lte rna tive ly, $6.8 million of Pos t Tes t Year P lant be  included

in ra te  ba se . The  ROO re je cts  the  Compa ny's  re que s t in its  e ntire ty a nd pre clude s  pos t te s t ye a r

ra te  base  from ra te  base . For the  same  reasons  as  se t forth for CWIP, pos t te s t yea r plant should

be  in ra te  base  in order for just and reasonable  ra tes  to be  se t for the  Company a t this  time.

If the  Commiss ion does  not a llow CWIP into ra te  base , then it should include  pos t te s t yea r

plant in ra te  base . The  Commiss ion approved pos t te s t yea r plant in a  number of recent ca se s .34

UNS  Ga s  fa ce s  fa s te r growth tha n othe r utilitie s  in Arizona ." Give n the  la rge  numbe r of othe r

ca se s  a pproving pos t te s t ye a r pla nt, it is  ce rta inly jus tifie d in this  ca se . The  only fa ctor the  ROO

mentions  aga ins t us ing pos t te s t yea r plant is  the  poss ibility of a  misma tch due  to extra  revenues

re la ting to the  ne w pla nt.36 Howe ve r, a s  a lre a dy s hown, re ve nue s  from ne w cus tome rs  do not

1 9 come  clos e  to cove ring the  fixe d cos ts  re la te d to thos e  ne w cus tome rs .. Thus , unle s s  some

20

21

a djus tme nt is  ma de , UNS  Ga s  will continue  to re a lize  a  s ize a ble  re ve nue  de ficie ncy on the  pos t

te s t yea r a sse ts . The  record in this  docke t shows tha t $5.1 million of the  $7.2 million in CWIP was

22

23

24

25

26

27

34 See e.g., Arizona -Ame rica n Wa te r Co. (P a ra dise  Va lle y), De cis ion No. 68858 (July 28, 2006),
Cha pa rra l City Wa te r Co., De cis ion No. 68176 (Se pte mbe r 30, 2005); Rio Rico Utilitie s , Inc.,
Decis ion No. 67279 (Octobe r 5, 2004), Ariz0na -American Wa te r Co., Decis ion No. 67093 (June
30, 2004), Arizona  Wa te r Co., De cis ion No. 66849 (Ma rch 19, 2004), Be lla  Vis ta  Wa te r Co.,
Inc., Decis ion No. 65350 (November 1, 2002).

35 EX. UNSG-29 a t EX. KCG-15, Tr. a t 920, 1004-5, 1020.

36 Roo a t 8.
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1

2

3

4

in s e rvice  within five  months  of the  e nd of the  te s t ye a r a nd $6.8 million wa s  in s e rvice  within

twelve  months a fte r the  test year.

Accordingly, the  Commiss ion should a me nd the  ROO to include  $6.8 million of pos t te s t

year plant in ra te  base .

5 111. IF THE COMMISSION FAILS TO ALLOW CWIP IN RATE BASE, IT SHOULD

6 NOT FURTHER PENALIZE UNS GAS BY DEDUCTING CWIP-RELATED

7 ADVANCES.

8

9

If CWIP or Post Test Year Plant is not included in rate base, then the Company should not

be penalized further by the deduction from rate base of $4 million in customer advances related to

10 the  CWIP . The  Commis s ion s hould  not furthe r ha nd the  Compa ny's  fina ncia l in te grity by

U
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a llowing the  de duction.

Allo win g  C W IP  o r  p o s t - te s t  ye a r  p la n t  in to  ra te  b a s e  wo u ld  b e  th e  b e s t  s o lu t io n  to

a ddre s s ing the  fina ncia l proble m s  UNS  Ga s  fa ce s  due  to growth. But if the s e  a lte rna tive s  a re  not

chos e n, the n a t the  ve ry le a s t, the  Commis s ion s hould not furthe r pe na lize  UNS  Ga s  by de ducting

Ra.
-1
D
2
alQ
§
3
OM

15 Hom rate base advances related to CWIP. Doing so hurts the Company twice

<
112 LL]
Z<Ou.1O>::_1§1-mul8 P-

Lg
16

n o t o n ly a re

ne e de d CWIP  a mounts  not a dde d to ra te  ba s e , but ra te  ba s e  is  a ctua lly re duce d by s ome thing tha t

17 ha d not be e n in ra te  ba se .

18

19

20

21

22

Generally, advances are  deducted from rate  base because customer-supplied advances are  a

"cos t-fre e " source  of ca pita l for the  utility. For e xa mple , if UNS  Ga s  use s  a  810,000 a dva nce  to

construct plant tha t is  in se rvice , the  ne t e ffect is  ze ro, as  follows:

P lant in se rvice : + $10,000

_ $ l 0,000

$0

Offset for advances :

23 Net impact on ra te  base :

24

25

26

27
37 See Attachment 1 to this Brief.
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1

2

In this  example , deducting advances  ham ra te  ba se  works  a s  intended, re sulting in no change  to

ra te  base . However, when the  advance  will be  used to pay for plant tha t is  not ye t in ra te  base , the

ca lcula tion breaks  down - which is  the  case  here :3

4 Plant in se rvice : + $0

5 Offset for advances :

6 Net impact on ra te  base :

$10.000

$10,000

7

8

9

1 0
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In this  s itua tion, the  utility's  e xis ting ra te  ba se , which wa s  fina nce d with inve s tor-supplie d ca pita l

is  a rbitra rily re duce d by $10,000. Of course , if the  proble m we re  limite d to $10,000 it would be  of

only the ore tica l inte re s t. UNS  Ga s , though, ha s  $4 million in a dva nce s  re la te d to cw1p.38 The

effect of excluding these  cus tomer advances  from ra te  base  is  to wipe  $4 million of exis ting capita l

off the  books  for purposes  of se tting ra tes . Such a  confisca tion of capita l is  unfa ir.

The  ROO specula te s  tha t had UNS Gas  not reques ted CWIP "the re  would presumably not

ha ve  be e n  a n  is s ue  with  re s pe ct to .. .  de ducting  a dva nce s  from ra te  ba s e .

"presumably" infe rs  tha t this  s ta tement is  not supported by any evidence . Tha t s ta tement is  wrong.

Eve n if UNS  Ga s  ne ve r propos e d CWIP , it is  unre a s ona ble  to  a s s ume  tha t UNS  Ga s  would

a lloca te  $4 million of CWIP -re la te d cus tome r a dva nce s  to pla nt in s e rvice  tha t ha s  a lre a dy be

1 7 financed with inves tor-supplied capita l.

1 8 Fo r mo s t u tilitie s ,  th e  re co mme n d e d  tre a tme n t o f cu s to me r a d va n ce s  is  a  min o r

1 9

20

21

22

23

24

25

inconve nie nce . But for UNS  Ga s  it is  a  s e rious  proble m. The  Commis s ion re ce ntly re cognize d

tha t whe n the  a mounts  ha ve  a  re a l impa ct on the  compa ny, this  e ffe ct is  not fa ir. In tha t ca s e ,

Arizona -American Wate r Company a sked for a  hook-up fee  increase  to pay for a  wa te r trea tment

pla nt. Hook-up fe e s  a re  tre a te d a s  contributions , a nd for wa te r compa nie s , contributions  a re

de ducte d from ra te  ba se  like  a dva nce s . Be ca use  the  pla nt will ta ke  some  time  to build, Arizona -

Ame rica n will colle ct a  lot of contributions  be fore  the  pla nt is  ope ra tiona l. Tha t would ca use  ra te

ba s e  to  "de cline  ra pidly a s  hook-up fe e s  a re  colle cte d, only to  bounce  ba ck a s  pla nt e nte rs

26

27
38 Ex. UnsG-29 a t 9.

39 Roo a t 9.
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1 se rvice ."40 The  Commiss ion recognized such a  re sult would hand both cus tomers  and the  utility,

and it therefore  ordered the  additional contributions to not be  deducted from ra te  base .412

3

4

5

6

7

8

The  sa me  re a soning a pplie s  he re . De ducting the  a dva nce s  would re duce  UNS  Ga s ' ra te

ba s e  by $4 million. In the  ne xt ra te  ca s e , though, the  Compa ny's  ra te  ba s e  will incre a s e  by $7

million (the  a mount of CWIP , which by tha t time  will a ll be  in s e rvice ). S uch a  "bounce  ba ck"

effect makes no sense and hands the Company.

The  Commiss ion should a me nd the  ROO by not de ducting the  $4 million in CWIP  re la te d

advances from ra te  base , if it does not a llow CWIP in ra te  base .

9 Iv. THE COMMISSION SHOULD RECOGNIZE THE GEOGRAPHIC

10 INFORMATION SYSTEM (GIs) IN RATE BASE.

U
Q
n-

11 UNS Gas  reques ts  tha t $897,098 be  included in ra te  base  to re flect the  cos t of its  GIS . The
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18

19

20

21

22

ROO proposes to reject the rate base adjustment because the Company did not previously request

an accounting order. However, the Commission should include the GIS costs in rate base because

the GIS system was required by the Commission and is providing substantial cost-effective

benefits to the Company.

Staff directed that the GIS project be undertaken and thus requiring the Company to incur

these costs.42 The Commission "must consider" the costs of complying with the Commission's

requirements. Arizona Corp. Comm'n v. Palm Springs Utility Co., Inc., 24 Ariz. App. 124, 130,

536 P.2d 245, 251 (1975). Because the GIS costs were incurred at  the request of the

Commission's representatives, the Commission should allow recovery of these costs.

UNS Gas' GIS is a prime example of increasing productivity through increased use of

information technology.43 It was undisputed that the GIS creates many benefits, including:

23

24

25

26

27

40 Arizona  -Ame rica n Wa te r Co., De cis ion No. 69914 (S e pte mbe r 27, 2007) a t 7.

41 Id. at 29.
42 Id.
43 Id. at 6.
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1 (i) Faste r emergency response  due  to the  ability to quickly loca te  system controls  (such

2

3

4

(ii)

(iii)
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as valves),

Be tte r informed planning through compute r mode ling of the  gas  sys tem,

Fa s te r work p roce s s e s ,  inc lud ing  qu icke r ma pp ing  o f the  s ys te m, wh ich  is

especia lly important in a  fas t-growing sys tem, and

Increased accuracy and safe ty because  fie ld employees can access up-to-date  maps

on their portable  computers.44

The  GIS  the re fore  provides  clea r benefits  in sa fe ty and productivity tha t benefit cus tomers .

UNS Gas therefore  requests  tha t it be  a llowed to recover the  GIS costs  as  a  regula tory asse t.

The  ROO propos e s  tha t the s e  cos ts  be  de nie d be ca us e  UNS  Ga s  fa ile d to re que s t a n

accounting order.45 RUCO and S ta ff have  not sa id they would have  opposed an accounting order

if one  ha d be e n re que s te d e a rlie r, a nd the y ha ve  not que s tione d the  a mount of GIS  cos ts  or the

substantia l benefits  of the  GIS sys tem. An accounting order is  not necessa ry to include  a  used and

use ful a sse t -- imple me nte d a t the  dire ction of the  Commiss ion - in ra te  ba se . Ra te  ca se s  should

re fle ct the  e conomic re a lity of the  cos ts  incurre d a t the  dire ction of the  Commis s ion ra the r tha n
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regula tory technica litie s .

The  Commiss ion should a me nd the  ROO to include  $897,098 in ra te  ba se  to re fle ct the

cost of the  GIS tha t the  Commission directed UNS Gas to undertake .1 8

1 9 v . THE  CO MMIS S IO N S HO ULD G RANT A RE AS O NABLE  RE TURN O N E Q UITY.

20

2 1

22

23

24

UNS  Ga s  re que s ts  a  re tu rn  on  e qu ity ("ROE") o f ll.0%, which  re fle c ts  the  s pe cific

circumstances  of UNS Gas  and its  commensura te  leve l of risk. The  ROO re jected the  Company's

reques t and proposes  adopting S ta ffs  recommended ROE of l 0.0%, which is  75 bas is  points  le ss

tha n wa s  re ce ntly gra nte d to AP S , a  la rge r a nd le s s  ris kie r compa ny. The  Commis s ion s hould

grant UNS Gas  an ROE of ll .0% to re flect the  specific circumstances  of UNS Gas .

25

26

27
44 Id. at 6-7.

45 Roe  a t 10-11.
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The  ROO a dopts  S ta ffs  ROE re comme nda tion, which wa s  ma de  by Mr. P a rce ll. Mr.

P a rce ll is  no s tra nge r to the  Commis s ion .- he  ha s  be e n involve d in ma ny re ce nt ca s e s . One  of

those  cases  was the  recent APS ra te  case . In the  APS case , Mr. Parce ll used the  same methods he

us e d in  th is  ca s e .46 In  th e  AP S  c a s e ,  th e  C o m m is s io n  d id  n o t  fo llo w Mr.  P a rc e ll' s

recommendation.47 But the  ROO in  th is  ca s e  a dopts  Mr. P a rce ll's  re comme nda tion without

cha nge . S ince  Mr. Pa rce ll's  me thods  ha ve  not cha nge d, the  Commiss ion's  ruling should s imila rly

re je ct his  re comme nda tion in this  ca s e . In the  AP S  ca s e , the  Commis s ion a dopte d a n ROE 50

ba s is  points  highe r tha n Mr. P a rce ll re comme nde d, re sulting in a n ROE of 10.75%. Applying the

same 50 basis  point adder here  would result in an ROE of a t leas t 10.5%.

There  a re  obvious  diffe rences  be tween APS and UNS Gas  tha t furthe r jus tify an 11% ROE

for the  Company. UNS Gas  is  much sma lle r, is  not paying a  dividend, and is  growing much fa s te r

in te rns  of ne t plant inves tment. Those  factors  sugges t tha t UNS Gas  is  more  risky than APS, and

should the re fore  ha ve  a  highe r ROE. Thus , UNS  Ga s ' propose d ROE of II% is  fully supporte d in

the  record through the  Company's  te s timony. But a t the  ve ry leas t, UNS Gas  should be  a llowed an

ROE consis tent with the  APS case .

In order to re flect the  evidence  in this  case  and be  consis tent in its  approach with regards  to

ROE, the  Commission should amend the  ROO and grant UNS Gas an ROE of 11 .0%.1 7

1 8

1 9

2 0

2 1

VI. THE  C O MMIS S IO N S HO ULD INC R E AS E  UNS  G AS '  MO NTHLY C HAR G E  TO

R E DUC E  THE  S IG NIF IC ANT E XIS TING  C R O S S  S UB S IDY B E TWE E N C O LD

WE ATHE R  AND WAR M WE ATHE R  C US TO ME R S .

22

23

24

UNS Ga s  propose s  incre a s ing its  monthly cha rge  to re s ide ntia l cus tome rs  from $7.00 pe r

month to $17.00 pe r month a nd de cre a s ing its  ba se  volume tric cha rge  to a me liora te  subs ta ntia l

cross -subs idiza tion of wa rn we a the r cus tome rs  by cold we a the r cus tome rs . The  ROO re je cts  the

Compa ny's  proposa l a nd a dopts  S ta ffs  propose d monthly cha rge  of $8.50, which would le a ve  in

25

26

27

46 Compare ROO at 43-45 to Arizona Public Service Co., Decision No. 69663 (June 28, 2007) at
46-49.

47Arizona Public Service Co, Decision No. 69663 (June 28, 2007) at 49.
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1

2

pla ce  ine quita ble  cros s  subs idie s . Continuing the se  cros s  subs idie s  is  not in the  public inte re s t.

And the  monthly cha rge s  s hould more  clos e ly re fle ct the  fixe d monthly cos ts  ca us e d by e a ch

3 customer.

4

5

6

7

8

9

1 0

1 1

24
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Curre ntly, UNS Ga s ' cold we a the r cus tome rs  a re  pa ying a  subs ta ntia l subs idy to its  wa rn

weather customers . For e xa mple , unde r curre nt ra te s , a  re s ide ntia l cus tome r in Fla gs ta ff pa ys

a lmos t twice  a s  much for the  Compa ny's  fixe d cos ts  a s  a  re s ide ntia l cus tome r in La ke  Ha va s u

City.48 In fa irness , this  subs idy should be  reduced. The re fore , UNS Gas  proposes  increas ing the

monthly cha rge  from $7 to $17 a  month. An offs e tting re duction to the  volume tric price  of ga s

me a ns  tha t a n a ve ra ge  cus tome r's  ove ra ll bill would incre a s e  only a  fe w pe rce nt.49 This  ra te

des ign will reduce  the  la rge  subs idy cold wea the r cus tomers  pay for the  bene fit of wa rm wea the r

cus tomers . A highe r monthly cha rge  will reduce  tha t cross-subs idy.

This  ne w ra te  de s ign a lso would a lso cre a te  a  be tte r ma tch be twe e n fixe d re ve nue s  a nd

fixe d cos ts . P re s e ntly, UNS  Ga s  incurs  $26 pe r month in fixe d cos ts  to s e rve  a  cus tome r. The

monthly cus tome r cha rge , though, is  jus t $7. The  curre nt ra te  de s ign only colle cts  a pproxima te ly

u §An- g o
i 383
E 8M'83§ 12
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4 v 08~' 13§ 308:A g Zu:

3 3488 14
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8
8 1 6 s ma ll incre a s e  to $8.50. Unde r tha t incre a s e , on ly 30% of fixe d  d is tribu tion  cos ts  will be

1 7

1 8

1 9

20

2 1

22

23

recove red through the  monthly cus tomer cha rge .51 While  the  ROO trumpe ts  this  a s  a  "s ignificant

move me nt towa rds  cos t-ba s e d ra te s ," the  mode s t cha nge  of 5% would s till le a ve  70% of fixe d

costs  to be  recovered though variable  volumetric charges.

While  UNS Ga s  a ppre cia te s  the  goa l of "gra dua lism", cold we a the r cus tome rs  should not

be  required to pay a  la rge  subs idy for an undue  pe riod of time . Cold wea the r cus tomers  have  the

la rges t bills , and a re  thus  leas t able  to a fford such a  subs idy. Ironica lly, the  ROO's  monthly cha rge

is  s till le s s  tha n the  monthly cha rge  of $9.70 a pprove d in the  la s t S outhwe s t Ga s  ra te  ca s e .52

24

25

26

27

48 Ex. UNS G-18 a t 8 a nd Ex. TLV-1 the re to.

49 S e e  UNS  Ga s  Fina l S che dule s , S che dule  H-4.

50 Tr. at 445.
51 See  Tr. a t 445.

52S outhwe s t Ga s Corp., De cis ion No. 68487 (Fe brua ry 23, 2006) a t 38.
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1 S outhwe s t Ga s  doe s  not ha ve  the  cold we a the r Northe rn Arizona  s e rvice  tha t UNS  Ga s  doe s .

2

3

The re fore , it like ly ha s  much le s s  of a  cros s -s ubs idy proble m. Thus , UNS  Ga s  s hould ha ve  a

highe r monthly cha rge  tha n S outhwe s t Ga s  - but a t the  ve ry le a s t it s hould not be  lowe r tha n

Southwest Gas.4

5

6

The  Commiss ion should amend the  ROO and approve  a  monthly cha rge  of $17 to reduce

e xis ting s ignifica nt cross  subs idie s  a nd to more  close ly ma tch the  monthly cha rge  to a ctua l fixe d

7 costs per customer.

8 VII. THE COMMISSION SHOULD ALLOW UNS GAS TO RECOVER ALL

9 P RUDENTLY INCURRED EXP ENS ES .

10

U
I-I
94

11

12

UNS  Ga s  ha s  re que s te d re cove ry of s e ve ra l ca te gorie s  of e xpe nse s . The  Compa ny ha s

prudently incurred the  expenses  requested in this  ra te  case , has  provided proof of those  expenses ,

and is , the re fore , entitled to recovery of those  expenses . However, the  ROO has  reduced recovery
2u.:<" H zU< 5 0 13

LY-l»-I

of certa in expenses even though there  is  no evidence  in the  record that expenses were  imprudent or

n o t in c u rre d .  In14 pa rticu la r,  the  ROO ha s  re duce d  ra te

H
H
H
<
84

Ly.
.A
D
2
9
Q

3in
O
z

I* 15

ca s e  e xpe ns e s , ce rta in e mploye e

compensa tion expenses  and a  ca tegory of sma ll expenses . The  Commiss ion is  obliga ted to a llow
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1 - 16 recovery of prudently incurred expenses .

A.17 Utility commis s ions  a re  required to  provide  recovery of opera ting expens es .

18

19

20

Under the  United S ta te s  Cons titution, utility commiss ions  a re  required to provide  recove ry

of both ope ra ting e xpe ns e s  a nd ca pita l cos ts .53 And unde r the  Arizona  Cons titu tion , the

Commis s ion is  furthe r re quire d "to a llow a  re cove ry for a ll re a s ona ble  e xpe ns e s ."54 In othe r

21

22

23

words , the  Commis s ion mus t provide  s ufficie nt income  to pe rmit full re cove ry of "ope ra ting

. . . 55 . . . . .
cos ts" in a ddition to the  re turn on ra te  ba se . In a ddition, the  Commis s ion "mus t cons ide r" a ny

. . . . . . . . 56
"expendltures  made  in compliance  wlth the  Commlsslon's  dec1s1on[s]."

24

25

26

27

53 See Federal Power Comm 'n v. Hope Natural Gas Co., 320 U.S. 591, 603 (1943).

54Tucson Electric Power Co. v. Arizona Corp. Comm 'n, 132 Ariz. 240, 245, 645 P.2d 231, 236
(1982).

55Shares v. Arizona Corp. Comm 'n, 118 Ariz. 531, 533-34, 578 P.2d 612, 614-15 (App. 1978).

56 Arizona Corp. Comm 'n v. Palm Springs Utility Co., 24 Ariz. App. 124, 536 P.2d 245 (1975).
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1

2

3

4

5

In  e va lua ting cos ts  unde r th is  fra me work, the  utility's  e xpe ns e s  a re  pre s ume d to  be

re a sona ble  a nd incurre d in good fa ith.57 While  the  utility be a rs  the  initia l burde n of proof, once

the  utility ma ke s  a  "prima  fa cie  ca s e  for the  re a s ona ble ne s s  of its  ope ra ting e xpe ns e s ... [t]he

burde n the n s hifts  to the  [a dve rs e  pa rty] to s how by s ubs ta ntia l, compe te nt e vide nce  tha t the

expenditures were  unreasonable  by reason of inefficiency or bad fa ith."58

6 B. UNS Gas is entitled to its requested Rate Case Expense.

7

8

9

10

11U
A
no..
2
an
P*
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12

UNS Gas  reques ted $900,000 in ra te  ca se  expenses . Without cons ide ring the  Colnpany's

a ctua l ra te  ca se  e xpe nse s , the  ROO propose s  re ducing the  ra te  ca se  e xpe nse s  to the  a mount

a llowe d S outhwe s t Ga s  in its  mos t re ce nt ra te  ca se . Howe ve r, unlike  UNS  Ga s , S outhwe s t Ga s

conducts  its  ra te  ca se  a lmos t entire ly with in-house  pe rsonne l who a re  on sa la ry. Moreove r, UNS

Gas ' requested ra te  case  expenses were  prudently incurred and reflect the  cost of its  firs t ra te  case ,

inc lud ing  ove r twice  the  d is cove ry from S ta ff a nd  in te rve ne rs  tha n  wa s  conducte d  in  the

Southwest Gas case.

I:

DO
83m
8 <1
988
<u1 13

14 1 .

=a
Lm
-1
D
2
Ra
Q

§
m
8
z

3
o f

3 3 °lo \93
"EI

99
z Oof<Z§
=848m QEzE='°§<o§2

O > u.

'8 Te 15

o<3
W 16

17

18

The comparis on with Southwes t Gas  is  invalid.

The  ROO a llows  UNS  Ga s  to re cove r only one -third of its  re que s te d ra te  ca se  e xpe nse .

The  ROO ba s e s  this  de cis ion on a  compa ris on to the  ra te  ca s e  e xpe ns e  a llowe d in the  re ce nt

Southwest Gas ra te  case , s ta ting tha t "Southwest Gas is  an appropria te  measure  of comparison for

UNS Gas ."59 This  conclus ion is  fla we d for s e ve ra l re a s ons . Mos t funda me nta lly, ra te  ca s e

19

20

21

22

23

expense  cannot be  judged by comparisons  to othe r utilitie s . This  is  because  ra te  case  expense  is

"highly spe cific to the  pa rticula r utility a nd the  pa rticula r ra te  ca se  in que s tion" a nd the re fore  ra te

case expense in one case legally has "no bearing" on what should be allowed in another case.60

More ove r, e ve n if it wa s  va lid to compa re  ra te  ca s e  e xpe ns e s  of diffe re nt utilitie s , the

evidence  shows  tha t Southwes t Gas  diffe rs  from UNS Gas  in key ways  tha t make  the ir expenses

24

25

26

27

57 West Ohio Gas Co. Public Utility Comm 'n of Onio, 294 U.S. 63, 72 (1935).

58Boise Water Corp. v. Idaho Public Utilities Comm 'n, 555 P.2d 163, 169 (Idaho 1976).

59 Roe at 2219.

60City of Lancaster (Sewer Fund) v. Pennsylvania Public Utility Comm 'n, 793 A.2d 978, 982-984.
(Pa. Cmwlth. 2002).
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1

2

3

4

5

6

7

not dire ctly compa ra ble . S outhwe s t Ga s  ha s  a n e ntire  de pa rtme nt of ra te  e xpe rts , a s  we ll a s  in-

house  lawyers , to manage  its  ra te  cases . The  cost of those  resources  is  included in Southwest Gas '

ove ra ll ove rhead and adminis tra tive  expenses , and the re fore  is  excluded from ra te  case  expense .

in contra s t, UNS Gas  does  not have  those  re sources  and mus t re ly on outs ide  se rvice s  from TEP

a nd othe r ve ndors . The re fore , it is  no surprise  tha t UNS Ga s ' ra te  ca se  e xpe nse  is  much highe r.

More ove r, if UNS  Ga s  followe d S outhwe s t Ga s ' me thodology, s e ve ra l othe r e xpe nse s  would be

highe r. The  evidence  is  clea r:

8 Southwest Gas ' inte rna l pe rsonne l and support se rvices  a re  built into its  base  ra tes ,

9 in contra s t, UNS  Ga s  doe s  not ha ve  thos e  cos ts  built in a nd mus t re cove r the m

1 0

11

1 2

through the rate case expense.61

Southwest Gas ' ove rhead cos ts  for ra te  cases , including in-house  experts , lawyers ,

a nd support a nd a dminis tra tive  pe rsonne l, a re  a lloca te d us ing the  Ma ssa chuse tts

formula  to the  thre e  s ta te s  it s e rve s . UNS  Ga s  doe s  not ha ve  the  sa me  s tructure .<tIv>n._
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When TEP employees  pe rform UNS Gas  activitie s , those  activitie s  must be  directly

recorded so that only those costs are  charged to UNS Gas.62

If UNS Gas used the  Southwest Gas Massachuse tts  Formula , its  tes t-year expenses

would be  $2.5 million higher.63

1 8 UNS  Ga s  re ce ive d 605 da ta  re que s ts  from S ta ff a nd inte rve ne rs , including 440 of

1 9

20

21

those  with subparts . Southwest Gas  rece ived only 285 da ta  requests , including only

206 with subparts.64

Sta ff and RUCO do not dispute  the  evidence  concerning those  diffe rences . So the re  should be  no

22

23

dispute  tha t any comparison of ra te  case  expense  be tween Southwest Gas and UNS Gas is  deeply

flawed. Although these  diffe rences  were  not contes ted a t the  hea ring, the  ROO does  not cons ide r

24

25

26

27

61  Ex. UNS G-1 a t 33-35 .

62  EX. UNS G-13  a t 33-35 , Ex. UNS G-14  a t 9 -11 , Tr. a t 281 , 887-88 .

63  Ex. UNS G-14 a t 10 .

64  Ex. UNS G-13 a t 34-35 .
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them. Ins tead, the  ROO cite s  RUCO's  te s timony tha t both companie s  "extens ive ly used in-house

s ta ff' for ra te  ca se s  a nd a re  the re fore  compa ra ble .65 Unde r cross -e xa mina tion, though, RUCO's

witne s s , Mr. Moore , te s tifie d tha t UNS  Ga s  doe s not ha ve  in-hous e  s ta ff for mos t ra te  ca s e

functions .66 It was  TEP 's  s ta ff tha t pe rformed the  ra te  ca se  work. Thus , any comparison be tween

UNS  Ga s  a nd S outhwe s t Ga s  is  wholly dis cre dite d. More ove r, the  courts  ha ve  re cognize d tha t

whe the r a  utility ha s  in-hous e  s ta ff is  a  s pe cific, le gitima te  re a s on for ra te  ca s e  cos ts  to diffe r

between utilities .677

8 2.

9

1 0
68

11

1 2

13
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The Commis s ion s hould reject Staff's  vague, las t-s econd "conce rns ".

Perhaps  recognizing the  weakness  of the  comparison to Southwest Gas, the  ROO points  to

the  te s timony of S ta ffs  hire d la wye r/e xpe rt, Mr. Ra lph S mith. Mr. S mith did not propos e  a n

adjus tment to the  Company's  ra te  case  expense  in his  Direct Tes timony. In Surrebutta l Tes timony,

however, he  adopted RUCO's adjustment which was based on the  comparison to Southwest Gas.69

On the  s tand, Mr. Smith was  unable  to support this  adjus tment, te s tifying tha t he  was  not familia r

with S outhwe s t Ga s ' a ccounting." Re cognizing tha t his  compa ris on to S outhwe s t Ga s  wa s

1 5 S mith  a tte mpte d  to  a rticu la te  a  ne wthe re fore  d is cre dite d , on  re -d ire ct a nd re -cros s , Mr.

16 jus tifica tion for the  dis a l1owa nce .7l Alth o u g h  th e  e xa c t b a s is  o f Mr.  S mith 's  o n -th e -fly

1 7

1 8

1 9

jus tifica tion is  uncle a r, it ha s  s ome thing to do with a  va gue  conce rn ove r UniS ource  Ene rgy's

ove ra ll a lloca tion me thods . Notably, this  "conce rn" was  not limited to ra te  ca se  expense , ye t S ta ff

proposed no other adjustment based on this supposed concern.
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21

22

23

24

25

26

27

65 ROO at 21:12-14.

66 Tr. at 623, 629-30.

67City of llancaster (Sewer Fund) v. Pennsylvania Public Utility Comm 'n, 793 A.2d 978, 982-984.
(Pa. Cmwlth. 2002).

68 ROO at 21-22. The testimony cited by the ROO was on re-cross, not cross-examination as
stated in the ROO.

69 Ex. S-27 at 42-44.

70 Tr. at 886-894.

71 Tr. at 895-898.
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Wha te ve r Mr. S mith 's  ne w conce rn , it s hould  not be  cons ide re d be ca us e  it wa s  not

include d in pre -file d te s timony. S ta ff, like  the  othe r pa rtie s , wa s  orde re d to pre -file  its  te s timony.

The  Commis s ion re ce ntly re je cte d a  s imila r a tte mpt by S ta ff to introduce  a  ne w a rgume nt a t

he a ring, e xpla ining "the  timing of S ta ff's  cha nge d re comme nda tion is  proble ma tic be ca use  it did

not a fford othe r pa rtie s  a n opportunity to e xplore  fully the  unde rlying ba s is  of S ta ff's  proposa l.

The  same  is  true  he re . Indeed, this  example  is  even more  problema tic because  S ta ff wa ited until

re -dire ct a nd re -cros s  to introduce  its  ne w a rgume nt. As  such, othe r pa rtie s  we re  not a fforde d a

fa ir opportunity to explore  this  new a rgument.

3. The  Commiss ion mus t approve prudent rate case expenses.

Ra te  ca se  e xpe nse  is  include d unde r the  ge ne ra l principle  tha t utility commis s ions  mus t

a llow re cove ry in ra te s  of a ll prude ntly incurre d e xpe ns e s . The re fore , the  Commis s ion is

re quire d to a llow re cove ry of prude ntly incurre d ra te  ca s e  e xpe ns e .74 Dis turbingly, Mr. S mith

re fused to s ta te  tha t the  Commiss ion should a llow recovery of prudent ra te  case  cos ts .75 No pa rty

ha s  dispute d the  a mount of ra te  ca se  cos ts  incurre d by UNS Ga s . Nor ha s  a ny pa rty a rgue d tha t314

15 UNS  Ga s ' ove ra ll conduct of the  ca s e , or a ny s pe cific  a rgum e nts  or a c tions , wa s  unre a s ona ble . A

16

17 fi'iVo1ous1976

18

19

20

reduction or disa llowance  in ra te  ca se  expense  can be  jus tified when the  ra te case is  "a bortive  or

A re duction a ls o ca n be  jus tifie d by a  s howing tha t "a ny pa rticula r e xpe nditure ...

[wa s ] unre a sona bly or e xce s s ive ly incurre d."77 No pa rty ha s  a tte mpte d to show tha t UNS  Ga s '

ra te  case  expense  is  imprudent us ing one  of these  methods. Thus, UNS Gas ' ra te  case  expense  is

prudent and should be  recovered in ra tes.

2 1
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72 Arizona-American Water Co. (Mohave), Decision No. 69440 (May 1, 2007) at 15.

73 Butler Township Water Co. v. Pennsylvania Public Utility Comm 'n, 473 A.2d 219, 221-22 (Pa.
Cmwlth. 1984).

74 Id.

75 Tr. at 897-898.

76Maine Water Co. v. Public Utilities Comm 'n, 482 A.2d 443, 453 (Me. 1984).

77City of Lancaster (Sewer Fund) v. Pennsylvania Public Utility Comm 'n, 793 A.2d 978, 982-984.
(Pa. Cmwlth. 2002).
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1 The  Commis s ion s hould a me nd the  ROO a nd a pprove  the  Compa ny's  full re que s t for

2 $900,000 in Rate  Case Expenses .

3 c. UNS Gas  is  entitled to its  reques ted Employee  Compens a tion Expens es .
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UNS  Ga s  re que s te d to re cove r $137,262 in e xpe ns e s  for thre e  ince ntive  compe ns a tion

programs : the  Pe rfonnance  Enhancement P rogram, the  Supplementa l Executive  Re tirement P lan

a nd the  Office r's  Long-Te nn Ince ntive  P rogra m. No pa rty a rgue d tha t UNS  Ga s ' ove ra ll le ve l of

employee  compens a tion expens es  was  imprudent. Indeed, UNS Gas ' ave rage  cas h compens a tion

is  be low tha t of comparable  firms . That should be  the  end of the  matte r, and as  there  is  no is sue

of prudence , UNS Gas ' employee  compens a tion expens es  s hould be  recove red in ra te s . Although

the  ROO does  not cla im tha t ove ra ll employee  compens a tion cos ts  a re  imprudent, it neve rthe le s s

disa llows  parts  of three  specific components  of those  cos ts .

Pe rformance  Enhancement P rogram ("PEP").1 .

I-Il

Ge
o f
:is

14

Firs t, the  ROO disa llows  50% of UNS  Ga s ' P e rforma nce  Enha nce me nt P rogra m ("P EP ")

cos ts . The  ROO euphemis tica lly ca lls  this  "sha ring" be tween ra tepaye rs  and sha reholde rs  ba sed

15

16

17

18

19

20

21

on the  notion tha t P EP  be ne fits  both s ha re holde rs  a nd ra te pa ye rs . But this  could be  s a id of a ny

e xpe ns e  incurre d by UNS  Ga s . The  te s t is  not who be ne fits , but ra the r whe the r the  cos ts  a re

prudent. Courts  have  made  clea r tha t s uch "s ha ring" theorie s  bas ed on mutua l bene fits  a re  wholly

illegitimate .79 The  Com m is s ion  m us t a llow re c ove ry o f the  fu ll a m ount o f p rude n t c os ts .

More ove r, the  ROO is  incons is te nt with the  re ce nt AP S  ra te  orde r, which did not impos e  a ny

re s tric t io n  o n  th e  re c o ve ry o f c o s ts  s te m m in g  fro m  AP S ' S imila r ca s h-ba s e d ince ntive

compensation program - which is  the  same type of cash-base  compensation program as  the  PEP .
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78 unsG-13 at 9.
79 See  Citizens  Utility Board v. Illinois  Comme rce  Comm'n , 651 N.E.2d 1089, 1096-1100 (Illinois
1995)(re je cting  s ha ring of e nvironme nta l cle a n-up cos ts ), Butle r To wn s h ip  Wa te r Co .  v.
P e nnsylva nia  P ublic Utility Comm 'n, 473 A.2d 219, 221-22 (P a . Cmwlth. 1984)(re je cting 50/50
sharing of ra te  case  costs  based on "shared benefits" theory).
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6

Supplementa l Executive  Retirement Plan ("SERP").

Se cond, the  ROO disa llows  100% of UNS Ga s ' Supple me nta l Exe cutive  Re tire me nt P la n

("S ERP "). This  de cis ion is  e spe cia lly dis conce rting be ca use  during the  te s t ye a r, UNS  Ga s  ha d

every reason to be lieve  tha t SERP costs  were  recoverable . The  most recent guidance  ava ilable  was

the  2001 Southwe s t Ga s  ra te  orde r, which a llowe d full re cove ry of SERP  cos ts .80 Only a fte r the

te s t ye a r the  Commiss ion cha nge  course  a nd re je ct SERP cos ts  in the  2006 Southwe s t Ga s  ra te

orde r. UNS  Ga s  de se rve s  to know wha t the  rule s  a re  in a dva nce , ra the r tha n ha ving to gue ss  a t7

8

9

10

11

12

13

8
2 14

ve rita ble  re gula tory ve rs ion of "Thre e -Ca rd Monte ".

be  include d in  the  fina l orde r is s ue d by the  Commis s ion.

15

16

17 3.

18

19

20

wha t principle s  the  Commiss ion will change  in the  future .

For e xa mple , if UNS  Ga s  ha d known tha t S ERP  cos ts  we re  not a llowa ble , it could ha ve

increased base  compensa tion instead. UNS Gas ' overa ll employee  compensa tion costs  a re  prudent

and tha t ca sh compensa tion is  lower than comparable  companie s . Notwiths tanding any evidence

of imprude nce , the  ROO a ccuse s  UNS  Ga s  of a tte mpting to "disguise  the  cos ts " a nd pla ying "a

81 This  rhe toric is  re gre tta ble  a nd should not

The re  is  nothing dis guis e d a bout

incre a s e d ba s e  compe ns a tion, which is  a ppa re nt for a ll to s e e . And a ny pa rty could a tte mpt to

show that the  base  compensation was imprudent.

0 jj'ice r's Long-Term Incentive  Program.

The  th ird  d is pute d  compone nt of e mploye e  compe ns a tion  is  the  office r's  long-te rm

ince ntive  progra m. UNS  Ga s  note d the  dispute  a bout this  progra m in its  brie f.82 The  ROO doe s

not conta in a  ruling on this  dis pute  but the  ove ra ll e xpe ns e  le ve l a ppe a rs  to e xclude  50% of its

21 cos t.  At the ve ry le a s t, UNS Ga s  is  e ntitle d to a  ruling on this  point. The  subs ta nce  of tha t ruling

22 s hould  be  a n  a ffirma tion  of th is  progra m. Like  the  P EP , th is  progra m provide s  ince ntive

23

24

compe ns a tion tha t he lps  ma ke  up for UNS  Ga s ' be low a ve ra ge  ba s e  pa y while  a ls o providing

employees  with an economic incentive  to pe rform we ll.
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80 Southwest Gas Corp., Decision No. 64172 (October 30, 2001) a t 14-15.

81 Roo a t 28:22-27.

82 UNS Gas Initia l Brie f a t 28 _
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1 The  Commiss ion should a me nd the  ROO to a llow UNS  Ga s  full re cove ry of its  $137,262

2 in expenses  for its  employee  incentive  compensa tion programs.

3 D. UNS Gas  is  entitled to  recover a ll of its  reques ted "Small Expens es ".
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2 1

The  ROO propos e s  dis a llowing re cove ry of 50% of 1,995 s ma ll UNS  Ga s  e xpe ns e s  - a

disa llowance  tota ling $116,674. In so doing the  ROO accepts  RUCO's  a sse rtion tha t some  the se

small expenses might be  que s tiona ble ,83 the orizing tha t othe rwise , ra te pa ye rs  might suffe r "the

prove rbia l 'de a th by 1,000 cuts ."'84 Howe ve r, RUCO's  witne s s , Mr. Moore , fa ile d to de ta il a ny

imprudence  in the  expenses  and only provided a  gene ra l explana tion of why he  ques tioned these

1,995 expenses.85

UNS  Ga s ' ge ne ra l ma na ge r, Mr. Ga ry S mith, te s tifie d tha t mos t of the s e  e xpe ns e s  "a re

dire ctly re la te d to sa fe ty, sys te m inte grity a nd ope ra tor tra ining."86 Mr. Smith the n e xpla ine d the

ne ce s s ity of va rious  ca te gorie s  of e xpe ns e s  on Mr. Moore 's  lis t. Fo r e xa mple ,  Mr. S mith

e xpla ine d tha t mos t of the  e xpe nse s  re la te d to tra ve l for "re gula tory-ma nda te d functions  such a s

leak surveys , sa fe ty audits , and tra ining" and other expenses  including "participa tion in the  annua l-

ma nda te d Commiss ion pipe line  s a fe ty a udit a nd re quire d ope ra tor qua lifica tion tra ining, we lde r

qua lifica tion tra ining, and emergency response  tes ting. Many of the  remaining expenses  a re  for

"s ma ll tools  tha t a re  ne ce s s a ry for ma inta ining the  pipe line  s ys te m."88 Mr. Moore 's  S urre butta l

Tes timony did not conte s t Mr. Smith's  explana tion.

Thus , UNS Ga s  ha s  provide d a  prima  fa cie  showing of the  le gitima cy of the se  e xpe nse s .

The  burde n of proof the re fore  s hifts  to RUCO to s how tha t the y a re  imprude nt. RUCO did not

respond a t a ll to the  showing made  by UNS Gas ' genera l manager, and the re fore  fa iled to mee t its
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83 Roe at 24-25.
84 ROO at 26:1-2.
85 To limit d is a gre e me nts , UNS  Ga s  a gre e d  to  re move  the  fe w s pe cific  e xpe ns e s  Moore
challenged.

86 EX. UnsG-16 a t 5-6.

87 Id.

88 14.
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burde n of proof More ove r, it ma ke s  no s e ns e  to re quire  1,995 s pe cific re s pons e s  to a  ge ne ra l

obje ction. UNS  Ga s  re sponde d to RUCO's  ge ne ra l obje ction with a n e xpla na tion, which RUCO

did not cha llenge  furthe r. Tha t is  a ll tha t is  required, and these  cos ts  should be  a llowed in full.

The  Commis s ion s hould a me nd the  ROO to a llow re cove ry of the  full a mount of the

5 $233,347 in "small expenses".

6 VIII.  THE  C O MMIS S IO N MUS T US E  F AIR  VALUE  TO  S E T R ATE S .

7

8

9

1 0

11

1 2

In re sponse  to the  Arizona  Court of Appe a ls  de cis ion in Cha pa rra l City Wa te r Compa ny,

UNS Gas  proposed to use  the  we ighted ave rage  cos t of capita l a s  the  ra te  of re turn for fa ir va lue

ra te  ba se , but a gre e d tha t the  ra te  incre a se  in this  ca se  should be  no gre a te r tha n the  incre a se

propos e d in its  a pplica tion. The  ROO, howe ve r, a dopte d S ta ff's  propos e d me thodology, which

wa s  the  ma the ma tica l e quiva le nt of the  me thodology s truck down in  Cha pa rra l City. The

Commis s ion  s hou ld  no t a dop t a  me thodology tha t ha s  be e n  found  to  vio la te  the  Arizona

1 3 Cons titution.

1 4 A. The Commission should abandon the discredited "backing-in" method.
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22

Staff us ed the  unlawful backing-in method.

The  ROO follows  S ta ffs  a pproa ch re ga rding the  us e  of the  fa ir va lue  ra te  ba s e . S ta ff's

a pproa ch is  to "re -ca s t" its  cos t of ca pita l a s  a  "fa ir va lue  cos t of ca pita l."89 In othe r words , S ta ff

"lowe re d the  ove ra ll ROR a pplie d to fa ir va lue  ra te  ba s e  in orde r to a chie ve  the  s a me  le ve l of

ope ra ting income  ca lcula te d us ing Mr. P a rce ll's  cos t of ca pita l a nd S ta ffs  origina l cos t ra te

This  approach is  often ca lled the  "backing-in" method because  the  revenue  requirement is

de te rmined us ing the  cos t of capita l and the  origina l cos t ra te  base , the  fa ir va lue  numbers  a re  the

result of a  meaningless , a fte r-the-fact exercise .
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27
89 Ex. s-37 a t 9.

90 Ex. unsG-28 a t 28.
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Company
Origina l Cos t
Rate  Base

Fa ir Va lue
Rate Base

Re turn
Dolla r Re quire me nt

1 $10 million $ 10 million Same for a ll three

2 $10 million $ 20 million Same for a ll thre e

3 $10 million $100 million Same for a ll three

1

2

3

Sta ff has  clea rly used this  same  discredited "backing-in" me thod he re . The  uncontrove rted

e vide nce  is  tha t S ta ffs  a pproa ch in this  ca se  "is  ma the ma tica lly e quiva le nt" to me thods  tha t a re

not pe rmiss ible .91 The  Commiss ion should re j e t this  unlawful, discredited me thod.

4 2.

5

6

7

8

Staff's  approach ignore s fa ir va lue .

S ta ffs  witne s s , Mr. P a rce ll, ca ndidly a dmitte d tha t unde r his  a pproa ch, fa ir va lue  ha s  no

impact on ra tes . Under his  approach, otherwise  identica l companies  will have  the  same ra tes , even

if the ir fa ir va lue  ra te  ba se  diffe rs .92 P urce ll te s tifie d tha t, a ll othe r fa ctors  re ma ining e qua l, the

following three  hypothe tica l companies  have  the  same re turn dolla r requirement:93
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Under Sta ff' s  approach, fa ir va lue  s imply has  no impact on ra tes .

3. The Commis s ion mus t us e fair value.

The  Arizona  Cons titution conta ins  a  cle a r comma nd: "The  Corpora tion Commis s ion

sha ll... a sce rta in the  fa ir va lue  of the  prope rty within the  S ta te  of e ve ry public se rvice  corpora tion

doing bus iness  the re in"94 Fa ir va lue  is  not optiona l. As  the  Arizona  Supreme  Court recently he ld,

the  fa ir va lue  se ction "is  a n impe ra tive ... [t]he  cons titutiona l provis ion in que s tion doe s  not... s a y

or imply a nything a bout the  e xis te nce  of dis cre tion in the  commis s ion."95 No t o n ly is  th e
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91 EX. UnsG-29 at 13.
92 Tr. at 1027.
93 Tr. at 1024-1027.
94 Arizona  Cons titution, Article  15,

201 Ariz. 242, 246, 34 P .3d 351,
( ).
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1 0

Commiss ion required to find fa ir va lue , but it must a lso use  tha t fa ir va lue  finding in ra temaking.96

The re fore , the  Court of Appe a ls  rule d tha t the  Cons titution re quire s  "utiliza tion of the  fa ir-va lue

finding" in se tting ra tes .97

As  shown above , unde r S ta ffs  approach, fa ir va lue  has  no impact on ra te s . Although S ta ff

ca lcula te s  a  "fa ir va lue  ra te  of re turn," this  ca lcula tion ca n be  comple te d only a fte r the  re ve nue

re quire me nt is  de te rmine d through the  "ba cking-in" me thod. This  a fte r-the -fa ct ca lcula tion is

s imply a  meaningless  exercise . The  constitutiona l requirement to use  fa ir va lue  cannot be  sa tis fied

when fa ir va lue  is  used mere ly as  window dressing. Staff' s  approach therefore  must be  re j ected.

The  ROO doe s  not de ny tha t it use d the  "ba cking-in" me thod. Nor doe s  the  ROO e xpla in

how its  me thod a mounts  to us ing fa ir va lue , whe n the  re s ult will be  the  s a me  re ga rdle s s  of the

11 amount of fa ir va lue .

B. Sta ff us ed the  illega l "prudent inves tment" approach.
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The  ROO comple te ly follows  S ta ff's  a pproa ch. S ta ff te s tifie d this  a pproa ch follows  the

the ory tha t inve s tors  s hould be  a llowe d "a  re turn on the  ca pita l the y provide d the  utility" - or, in

othe r words , a  "re turn on the ir inves ted capita l."98 S ta ff then a rgues  tha t any diffe rence  be tween

the  original cost and the  fa ir va lue  should be  disregarded or assigned a  zero cost "because  there  are

no inves tor-supplied funds  supporting the  diffe rence  be tween fa ir va lue  ra te  base  and origina l cos t

S ta ff's  focus  on the  va lue  of inve s te d ca pita l is  ca lle d the  "prude nt inve s tme nt

theory."100 Wha te ve r the  me rits  of this  the ory ma y be , unde r the  Arizona  Cons titution, the

Commiss ion is  forbidde n to use  it.101 The  ba n on the  use  of the  prude nt inve s tme nt the ory ha s

21
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96 Simms v. Round Valley Light & Power Co., 80 Ariz. 145, 151, 294 P.2d 378, 382 (1956),Scales
v. Arizona Corp. Comm 'n, 118 Ariz. 531, 533-34, 578 P.2d 612, 614-15 (App. 1979).

97 Phelps Dodge Corp. v. Arizona Electric Power Co-op, 207 Ariz. 95, 1] 38, 83 P.3d 573, 586
(App. 2004).

98 Ex. s-37 at 8-9.

99 Tr. at 1016.

100See Simms, 80 Ariz. at 151, 294 p.2d at 382.

101Id., Consolidated Water Utilities, Lid. v. Arizona Corp. Comm 'n, 178 Ariz. 478, 141, 875 P.2d
137, 482 (App. 1994); City of Tucson v. Citizens Utilities Water Co., 17 Ariz. App. 477, 482, 498
P.2d 551, 556 (1972).
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been made  ve ry clea r by the  Arizona  Supreme  Court: "[the ] Commiss ion cannot be  guided by the

prude nt inve s tme nt the ory.... The  a mount inve s te d is  imma te ria l."102 As  the  court e xpla ine d,

"unde r the  la w of fa ir va lue  a  utility is  not e ntitle d to a  fa ir re turn on its  inve s tme nt, it is  e ntitle d to

a  fa ir re turn on the  fa ir va lue  of its  properties  devoted to the  public use , no more  and no less ."103

5 c. The ROO's procedural argument should be rejected.

6

7

8

9

10

11

12

13
U-J

:3
E 14

15

1 6

17

18

The  ROO asse rts  tha t UNS Gas ' fa ir va lue  a rgument must be  re jected because  it was  only

ra ise d in re butta l te s timony. The  ROO s ta te s  tha t if UNS  Ga s  wishe d to pre se nt this  a rgume nt it

s hould ha ve  withdra wn its  a pplica tion a nd s ta rte d ove r a ga in. Tha t a pproa ch would re s ult in a

de lay of a t leas t a  yea r, while  UNS Gas  is  a lready under-ea rning and subj e t to s ignificant financia l

s tre ss . More ove r, the  e ve nt tha t trigge d this  is sue  did not ha ppe n until shortly be fore  the  re butta l

te s timony was  filed.

More  funda me nta lly, the  ROO's  c la im tha t th is  a rgume nt is  p roce dura lly ba rre d  is

incons is te nt with the  tre a tme nt of a rgume nts  offe re d by othe r pa rtie s  in this  ca se . For e xa mple ,

S ta ff did not cha llenge  ra te  case  expense  in its  Direct Tes timony, but it was  a llowed to pursue  tha t

is sue  in its  Surre butta l Te s timony a nd wa s  pe rmitte d to introduce  a n e ntire ly ne w jus tifica tion for

its  pos ition on the  s ta nd. If e ntire ly ne w te s timony is  pe rmitte d during the  he a ring on s ignifica nt

is sue s  like  ra te  ca se  e xpe nse , the n UNS Ga s ' a pproa ch of ra is ing the  fa ir va lue  is sue  in re butta l

te s timony prior to the  hearing is  appropria te .

19 D. UNS Gas' method is the only permissible method proposed in this case.

20

21

All pa rtie s , including UNS Gas , have  s truggled with how to address  the  renewed emphas is

on fa ir va lue . Because  this  issue  a rose  a fte r the  applica tion was filed, UNS Gas has  agreed tha t the

22 ra te  increase  in this  ca se  should be  no grea te r than the  increase  proposed in its  applica tion. UNS

23 Gas addressed the  fa ir va lue  issue  by proposing to use  the  weighted average  cost of capita l as  the

24

25

26

27
102 Arizona Corp. Comm 'n v. Arizona Water Co., 85 Ariz. 198, 203, 335 P.2d 412, 415 (1959).
103

Id.
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1

2

3

4

5

6

7

ra te  of re turn for fa ir va lue  ra te  ba s e .104 This  is  not the  only pos s ible  a pproa ch. It is , howe ve r, the

only a pproa ch pre s e nte d in this  ca s e  tha t complie s  with the  Arizona  Cons titution.

The  RO O  s e ts  up  a  s tra w m a n ,  s ta ting  tha t UNS  G a s  a rgue s  tha t th is  m e thod  m us t be

us e d.105 The  ROO the n a ccus e s  UNS  Ga s  of be ing "dis inge nuous " be ca us e  the  courts  ha ve  s ta te d

tha t this  me thod is  pe rmis s ible  but not re quire d.106 But UNS  Ga s  ne ve r s a id tha t this  me thod mus t

be  us e d, a nd it e xplicitly s ta te d tha t the re  we re  othe r pe rmis s ible  me thods .107 The  proble m in this

ca s e  is  tha t ne ithe r S ta ff nor RUCO propos e d a ny of the  othe r pe rmis s ible  me thods . Ins te a d, S ta ff

8 Wha te ve r the

9

a n d  R UC O  p ro p o s e d  th e  o n e  m e th o d  th a t  is  kn o wn  to  b e  im p e n n is s ib le .

Commis s ion doe s , it mus t not us e  tha t me thod. UNS  Ga s  ha s  pre s e nte d pe rm is s ib le  op tion .  The

10

11
D

Com m is s ion  c a n  c hoos e  tha t op tion ,  o r it  c a n  de v is e  a  d iffe re n t pe rm is s ib le  op tion . Bu t  th e

Commis s ion s hould re je ct the  ROO's  de cis ion to us e  a  cle a rly ille ga l me thod.

The  Commis s ion s hould a me nd the  ROO to a dopt UNS  Ga s 's  propos a l on Fa ir Va lue .

9-4

IX. TE CHNICAL IS S UE S  ARRIS ING  FRO M THE  RO O .

2 A. CARES  d e fe rra l is s u e .
Q

15 Sta ff

u §
I-Jn- g c
Z v183¢
E"'438;§ 12
8 3889
43m 38 13
:oZ o b
.1 Zu:

: 142 m808
EE go
o>8»-18

4-,=~a
8
§

LE
=
8
M 16

UNS  Ga s  propos e d continuing the  de fe rra l of cos ts  re la ting to the  CARES  progra m .

s u g g e s te d  th a t  th e re  b e  n o  fu r th e r  d e fe rra ls  in  th e  fu tu re . T h e  R O O  a d o p t s  t h is Sta ff

17

18

19

re c om m e nda tion ,  a nd  UNS  G a s  will no t c ha lle nge  tha t de c is ion . Howe ve r,  unde r the  p re s e n t

s ys te m , UNS  Ga s  a ccum ula te d a  de fe rre d ba la nce  of $400,000. S ta ff,  a nd thus  the  ROO, did not

pre s e nt a  p la n  for a ddre s s ing the  de fe rre d  ba la nce . The  de fe rre d  ba la nce  wa s  a ccum ula te d  in

20

2 1

22

a ccorda nce  with e xis ting Commis s ion orde rs , s o s ome thing mus t be  done  to a ddre s s  this  ba la nce .

UNS  G a s  the re fo re  re que s ts  tha t the  Com m is s ion  p rov ide  s om e  d ire c tion  re ga rd ing  how th is

de fe rre d ba la nce  will be  tre a te d. UNS  Ga s  propos e s  tha t the  Com m is s ion a llow re cove ry of the s e

23

24

25

26

27

104 Ex. UNS G-28 a t 28, EX. Uns G-29 a t 12-13.

105 Roe  a t 49:15-18.

106 Roo a t 50:3.

107 UNS Gas Initia l Brie f a t 42-43 _
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1

2

de fe rred expenses  by amortizing the  de fe rred ba lance  ove r the  same  amortiza tion pe riod a s  ra te

case  expense  (i.e . three  years , on the  assumption tha t ra tes  will be  in effect for tha t long) .

3 B. Working Capital and other flow through adjustments.

4

5

6

7

Dete rmining the  appropria te  leve l of working capita l is  dependent, in pa rt, on decis ions  on

othe r revenue  requirement issues . The  ROO did not reca lcula te  working capita l to re flect a ll of the

decis ions  on othe r is sues  proposed in the  ROO. Attached a s  Attachment 2 is  a  schedule  showing

the  necessa ry adjus tment. UNS Gas requests  tha t the  Commission use  the  correct leve l of working

8 ca pita l.

9

1 0

. J
9-1

cu
c:of 11

o
<r

P*

U
I a

a2 :>
"6M33312P 8383<§§<W£U Z8'~°8<'80 I
i n
.J

lm

There  a re  a  number of othe r "flow-though" items de te rmined by othe r revenue  requirement

decis ions . The  ROO does  not prope rly adjus t some  of the se  items  to re fle ct a ll of the  decis ions  it

proposes  on va rious  is sues . For example , income  tax expense  was  not reca lcula ted to re flect the

fina l re ve nue  le ve l. Like wise , the  ROO did not prope rly synchronize  inte re s t e xpe nse  to ma tch

the  proposed ra te  base  and weighted average  cost of capita l. These  additional adjustments  a re  a lso

shown on Attachment 2.1 4
:>
2ha
Q

§
m
8
z

1 5

8
Z§38§ 13

382
:HZ Mm< O
8>8§§

F T
m

8
8 1 6

1 7

1 8

1 9

The proper methods for ca lcula ting these  items are  well-understood, and UNS Gas does not

a nticipa te  tha t the  ra te  e xpe rts  for othe r pa rtie s  will dispute  the  a ccura cy of the se  modifica tions .

Overa ll, these  technica l ca lcula tion e rrors  unders ta te  the  overa ll revenue  requirement by $279,155.

The  ROO should be  revised to re flect the  proper ca lcula tion of these  items. However, to the  extent

tha t the  Commiss ion modifie s  the  ROO in othe r re spects , these  flow-through items  will have  to be

reca lcula ted to re flect the  Commission's  decis ion on those  other matte rs .20

21 x . C O NC LUS IO N.

22

23

24

25

26

The  Commiss ion should ta ke  a ction to support UNS  Ga s ' fina ncia l inte grity in the  fa ce  of

a n ons la ught of growth s o tha t much ne e de d ca pita l ca n be  ra is e d on re a s ona ble  te rms . The

Commiss ion a lso should reduce  the  cross-subsidy tha t cold wea ther cus tomers  would be  forced to

pa y unde r the  ra te s  propose d by the  ROO. Furthe r, the  Commiss ion should e nsure  tha t its  orde r

complie s  with applicable  lega l s tanda rds , including the  United S ta te s  Cons titution and the  Arizona

Cons titution.27
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1 P ropos e d la ngua ge  for a m e ndm e nts  re la ting  to e a ch s pe cific  a rgum e nt a re  include d in

Atta chme nt 3 a s  follows :2

3 Am e n d m e n t Is s ue

4 CWIP

5 Pos t Tes t Yea r Advances

6 De duction of Adva nce s

7 GIS

8

9

10

Re turn on Equity

Monthly Cha rge

Rate  Case  Expense

11 P EP

12 SERP
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2 RES P ECTFULLY S UBMITTED this  24th da y of Octobe r, 2007.

3 UNS  Ga s , Inc .
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B y
Micha e l W. P a tte n
Timothy J . S a bo
ROS HKA DEWULF & P ATTEN, P LC.
One  Arizona  Cente r
400 Ea s t Va n Bure n S tre e t, S uite  800
P hoe nix,  Arizona  85004
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Ra ymond S . He rma n
Miche lle  Live ngood
UniSource  Energy Services
One  South Church Avenue
Tucson, Arizona  85701
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Docke t Contro l
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1200 We s t Wa shington S tre e t
P hoe nix, Arizona  85007

19 Copy of the  foregoing
this Z W " da y of 2007,
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to :
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22

Chainman Mike  Gleason
Arizona  Corpora tion Commiss ion
1200 West Washington Street
P hoe nix, Arizona  85007

23

24

Commis s ione r Willia m A. Munde ll
Arizona  Corpora tion Commiss ion
1200 West Washington Street
P hoe nix, Arizona  85007

25

26

27

Commiss ione r J e ff Ha tch-Mille r
Arizona  Corpora tion Commiss ion
1200 West Washington Street
P hoe nix, Arizona  85007

33



1

2

Commiss ione r Kris te n K. Ma ye s
Arizona  Corpora tion Commiss ion
1200 West Washington Street
P hoe nix, Arizona  85007
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4
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Commiss ioner Gary P ie rce
Arizona  Corpora tion Commiss ion
1200 West Washington Street
P hoe nix, Arizona  85007
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Scott Wake fie ld
Re s ide ntia l Utility Consume r Office
l l 10 West Washington, Suite  220
Phoenix, Arizona  85007
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Cynthia  Zwick
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Dwight D. Nodes , Esq.
Chie f Adminis tra tive  La w Judge
He a ring Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington Street
P hoe nix, Arizona  850070caq 1 6
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1 8

Chris topher Kernpley, Esq.
Chie f Counse l, Le ga l Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington Street
P hoe nix, Arizona  85007
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Ernest Johnson
Dire ctor, Utilitie s  Divis ion
Arizona  Corpora tion Commiss ion
1200 West Washington Street
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ATTACHMENT 3

UNS GAS'

SUGGESTED AMENDMENTS

TO

RECOMMENDED OPINION AND ORDER



Ame ndme n t 1

CWIP

(1) Page  6, line  26 to Page  7, line  15 DELETE entire  text

(2) Page  6, line  26 INSERT the  following: S ta ff and RUCO make  cogent a rguments  rega rding

why CWIP  should not be  a llowed for many utilitie s . But in this  ca se  the re  is  s ignificant evidence

tha t growth is  caus ing subs tantia l nega tive  financia l impacts  to UNS Gas . In the  long run, both

ra tepaye rs  and sha reholde rs  bene fit from financia lly hea lthy utilitie s . Accordingly, in this  ca se ,

we  will a llow CWIP as  a  means of address ing the  financia l s tress  caused by growth and to put

UNS  Ga s ' fina ncia l condition on a  firm footing. Furthe rmore , in light of the  short-te rm na ture  of

the  construction projects  included in the  te s t yea r ba lance  of CWIP, it is  appropria te  for UNS Gas

to continue  accruing AFUDC on a ll e ligible  cons truction prob ects  with no offse t required for the

ba lance  of CWIP included in ra te  base .

(3) MAKE ALL CONFORMING CHANGES

2



Amendment 2

Pos t Tes t Yea r P lan t

(1) Page  8, line s  1 though 16 DELETE entire  text

(2) Page 8, line 1 INSERT the following: Staffs concerns are valid in a generic sense.

However, the evidence in this case shows that revenues from new customers do not come close to

covering the costs associated with new plant to serve those customers. (Ex. A-28 at 10 and

Attachment KCG-10) We have allowed post test year plant in many previous cases. UNS Gas'

extraordinary growth and financial stress md<e it a good candidate for post test year plant, and we

will accordingly grant UNS Gas' request to include post test your plant in rate base.

(3) MAKE ALL CONFORMING CHANGES

3



Amendment 3

Deduction of Advances related to CWIP

(1) Page  9, line  16 to Page  10, line  2 DELETE entire  text

(2) Page 9, line 16 INSERT the following: As UNG Gas notes, the purpose of deducting

advances is to ensure that the advance has no net impact on rate base. We would not permit

advances to result in an increase to rate base, and by the same token, we agree that they should not

result in a net reduction to rate base. We recently recognized in similar circumstances that

deductions in such situations would cause rate base to fall rapidly, only to quickly bounce back as

the related plant is placed in service. Arizona-American Water Co., Decision No. 69914

(September 27, 2007) at 7. For the same reasons, we agree with UNS Gas and will not deduct

advances that relate to test-year CWIP that is not yet in rate base.

(3) MAKE ALL CONFORMING CHANGES

4



Amendment 4

Geographic Information System (GIS)

(1) Page  10, line  24 to Page 11 line  8 DELETE e ntire  te xt

(2) Page 10, line 24 INSERT the following: UNS Gas counters that rates should be based on

the economic reality of costs, not bold<eeping mistakes. There is no dispute about the actual

amount of the GIS costs. Because the GIS costs were mandated by this Commission and clearly

result in increased safety and efficiency, we will recognize a regulatory asset for the GIS costs, to

be amortized as proposed by UNS Gas.

(3) MAKE ALL CONFORMING CHANGES

5



Amendment 5

Re tu rn  o n  Eq u ity

(1) Page  44, line  16 to Page  45, line  11 DELETE entire  text

(2) Page  44, line  16 INSERT the  following: In the  recent APS case , we  we ighed the

competing a rguments  and approved an ROE tha t was  s ignificantly higher than the  cost of equity

recommended by the  Staff in that case , which was based on the  same witness and methods used in

this  ca se . In this  ca se , we  will follow a  s imila r a pproa ch. UNS Ga s  ha s  provide d compe lling

evidence  in support of a  highe r cos t of equity re la tive  to la rge r publicly-traded utilitie s , the  vas t

ma jority of which pay common dividends  and enjoy a  much more  modera te  ra te  of growth in

re quire d pla nt inve s tme nt. Accordingly, we  will a pprove  a n ROE of l l%, which is  only s lightly

higher than wha t was  recently granted to APS.

(3) Page  45, line  8 INSERT revised cha rt re flecting option chosen

(4) MAKE ALL CONFORMING CHANGES

6



Amendment 6

Mo n th ly Ch a rg e

(1) Page  56, line  2 to Page  57, line  9 DELETE

(2) Pa ge  56, line  2 INSERT the  following: RUCO, S ta ff a nd UNS Ga s  a gre e  tha t the  monthly

charge  should be  revised to move  close r to re flecting fixed cos ts . Moreover, we  a re  concerned

with the  extent of the  subsidy cold Weather customers  a re  providing to warm weather customers .

We find tha t the  monthly charge  should be  increased to be tte r re flect fixed costs  and to reduce  the

subs idy pa id by cold wea the r cus tomers . Accordingly we  will adopt a  monthly cha rge  of $17.

(3) MAKE ALL CONFORMING CHANGES

7



Amendment 7

Rate Case Expense

(1) Page  22, line  6 to Page  22, line  18 DELETE entire  text

(2) Pa ge  22, line  6 INSERT the  following: UNS Ga s  la cks  the  in-house  ra te  a nd le ga l

departments  Southwest Gas re lies  on. Moreover, UNS Gas had to respond to twice  as  many da ta

requests  as Southwest Gas. We therefore  agree  with UNS Gas that its  ra te  case  expense  cannot be

directly compared to tha t of Southwest Gas. No party has  suggested tha t UNS Gas has  pursued

frivolous  is sue s  or tha t the ir e xpe rts  or la wye rs  cos t more  tha n norma l. Accordingly, we  will

approve UNS Gas' proposed ra te  case  expense.

(3) MAKE ALL CONFORMING CHANGES

8



l

Amendment 8

P EP

(1) Page  27, line  1 to Page  27, line  18 DELETE entire  text

(2 ) P a ge  27, line  1 INS ERT the  following: As  long a s  a  utility's  ove ra ll e mploye e

compensa tion cos ts  a re  reasonable , we  will a llow recovery of the  cos ts  of the  underlying

compensa tion programs. As UNS Gas notes , incentive  compensa tion is  s tandard, both in the

utility indus try a nd in bus ine s s  corpora tions  in ge ne ra l. Accordingly, we  will a llow re cove ry of

UNS Gas ' PEP cos ts .

(3) MAKE ALL CONFORMING CHANGES

9



Amendment 9

S ERP

(1) P a ge  27, line  27 DELETE "In tha t ca se ,"

(2) Page  27, line  28 to Page  29, line  3 DELETE entire  text

(3) Page 27, line 28 INSERT the following: While we disallowed SERP costs in the most

recent Southwest Gas rate case, we allowed them in the previous Southwest Gas rate case. As

long as a utility's overall employee compensation costs are reasonable, we will allow recovery of

the costs of the underlying compensation programs. Accordingly, we will allow recovery of UNS

Gas' SERP costs.

(4) MAKE ALL CONFORMING CHANGES

1 0



Ame ndme nt 10

Office r's  Incentive  Compens a tion  P rogram

(1) Page  29, line  3 INSERT new section a s  follows  :

Office r's  Incentive  Compensa tion P rogram

Cons is tent with our trea tment of the  PEP , will not disa llow UNS Gas ' cos ts  for its

Office r's  Incentive  Compensa tion P rogram.

(2 ) MAKE ALL CONFORMING CHANGES

11



Ame ndme nt 11

Small Expens es

(1) Page  25, line  5 to Page  26 line  2 DELETE entire  text

(2) Page 25, line 5 INSERT the following: We do not believe that it is reasonable to require a

specific explanation for each of the 1,995 minor expenses challenged by RUCO, when RUCO

only makes a general obi action covering all of these numerous, disparate small expenses. RUCO

did not rebut the explanation of these expenses by Mr. Gary Smith for UNS Gas. Accordingly, we

will not disallow these costs.

(al MAKE ALL CONFORMING CHANGES

1 2



Amendment 12

Fair Value

(1) Page  48, line  24 to Page  51 line  4 DELETE entire  text

(2) Page 48, line 24 INSERT the following: We acknowledge that we must use fair value in

setting rates. Staffs witness, Mr. Parcell, stated that using his approach, rates would remain the

same no matter what fair value we find. (Tr. at 1024 to 1027). We do not see how that approach

properly reflects fair value. Reluctantly, we will approve UNS Gas' proposal to apply the

weighted average cost of capital to the fair value rate base. We will also hold UNS Gas to its

commitment that the rates approved herein may not exceed the amount requested in its original

rate application.

(3) MAKE ALL CONFORMING CHANGES

1 3



Ame ndme nt 13

CARES deferred balance

(1) P a ge  66, line  23 INS ERT ne w pa ra gra ph, a s  follows :

S ta ff a lso recommends  discontinuing furthe r de fe rra ls  of CARES cos ts . We  agree . UNG

Gas has  a  de fe rred ba lance  of $400,000 re la ting to CARES cos ts  a lready incurred. We  will a llow

this  deferred balance  to be  recovered over three  years .

(2) Make  a ll conforming changes .

1 4



Amendment 14

Technica l Correc tions

(1) We direct that the final decision in this matter reflect the correction of all the calculation

errors shown on Attachment 2 to UNS Gas' exceptions.

MAKE ALL CONFORMING CHANGES

1 5


